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Our Fiscal Meteor 


As the Federal Spending Trend Nears Its Apex, Constructive Measures Must Be 
Taken to Preserve Our American Concepts 


hy AcER B. CHAPMAN, Attorney, Chapman, Bryson and Walsh 


AX trends don’t just happen like the weather. They are the result of underlying economic 
factors which ofttimes, under close scrutiny, reveal themselves to be the foster children of 
political expediency. But the degree and innate characteristics of the variations determine their 
propensities toward good or evil. A succession of such economic variations in any one direc- 
tion produces a tax trend which will continue unabated until a counteractive energy; more 


potent than the propelling force, is applied 
to curb or alter its course. 

Today, we find ourselves enmeshed in such a 
sharply defined upward trend in government finan- 
cing, that its staggering demands for increased tax 
revenues and its accompanying clamor for new 
governmental encroachments defy all precedents. 
The real danger lies in the fact that this trend, if 
permitted to continue unbridled, can too readily be 
transformed into a trail blazer for a type of gov- 
ernmental structure that is entirely foreign to our 
American concepts. 

This trend toward increased taxation may well 
be considered as having its origin in 1933. There 
has been an increase in total tax collections of the 
48 state governments from one year to the next 
during the intervening sixteen years, with a paral- 
lel record of increased federal tax collections. The 
figures for the past decade are sufficiently indicative 
of this trend. Total state tax collections, excluding 
unemployment compensation receipts, climbed 
from $3,313 millions in 1940 to $7,369 millions 
in 1949 (Prelim.), or more than double during the 
10-year span. During a comparable period, federal 
treasury net receipts pyramided to a new all-time 
high for the fiscal year 1948 with reported collec- 
tions of $42.2 billions as compared with like 
receipts of $5.3 billions for the prewar year of 
1940 — an increase ot more than eight hundred 
percent. 

During the war years of 1941-45, this nearly 
vertical ascent of federal tax collections was en- 
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tirely understandable and few rebelled at. the 
severity or scope of the new tax levies or increases 
in existing rates. There was a war to be won and 
the accomplishment of this task was not one to be 
measured in dollars. The postwar era injected two 
new factors into our fiscal economy: national de- 
fense on a major scale, and monetary assistance 
to those nations on the threshold of disaster. 

If the cost of these two factors alone were the 
extent of our extra governmental expenditures, 
there would be little argument except as to the 
amount of funds required. But over and far beyond 
appropriations for such purposes, our postwar 
federal spending has soared to new heights. As a 
result we are confronted with the paradox of cur- 
rent tax receipts shattering all previous peacetime 
records for federal tax collections, while at the 
same time we are faced with a national deficit of 
upwards of five billions of dollars at a time when 
the federal debt is in excess of a quarter of a 
trillion dollars. It is truly amazing that there are 
any good citizens left who still have a healthy 
respect for the lowly dollar bill. 


No Turning Point in Sight 


Nor is the turning point as yet in sight. It would 
appear that the cause of governmental economy 
has about as much appeal to those who are in a 
position to accomplish such objectives as a glass 
of water has to a drowning man. 

This new seed of federal spending was sown in 
1933. It has been cultivated in the fertile fields of 


47 








TAX REVIEW, OCTOBER 1949 


©coeoeoeeoeeoeneoeoee ee eo eo eo eo oO eo oO eo ecCleOCl eC eC eC eC oOCC OleOle elke ele ee ee ee 8 8 Oe Oe 


depression and subsequent war. It also, unfortu- 
nately, has been nurtured by political disciples of 
Robin Hood, who have either lost sight: of, or 
abandoned, our fundamental concept that our gov- 
ernment is a creature of the people rather than 
that the people are the creatures of our govern- 
ment. Its aftermath and natural sequel have been 
a tenacious concentration of power in Washington, 
to tax, spend and distribute, in, contravention of 
our long cherished but rapidly diminishing prin- 
ciple of states’ rights. 


A Questionable Beneficence 


Such concentration of power to a large extent 
is due to the insidious growth of the federal grant- 
in-aid following the post-depression days of the 
1930’s. Many economists and fiscal authorities 
agree that the federal grant-in-aid serves a useful 
purpose when restrained within its proper bounds. 


find post-war proposals of federal assistance em- 
bracing such projects as airport aid, hospital aid, 
local public works, labor extension and_ public 
health services, nursing homes for the aged, recre- 
ational facilities, water pollution programs, and 
educational programs — at a cost of billions more 
of deficit dollars! 

In the light of this riptide of federal largesse, it 
might well appear to the uninitiated that the states 
have continuously been on the brink of financial 
chaos, even through the war inflated years of the 
1940’s, and that the preservation of their financial 
existence was due only to the distribution of grant- 
in-aid funds from the coffers of Uncle Sam. ‘A 
survey of the current fiscal condition of the states 
leads to a contrary conclusion. 

According to authoritative sources total state 
general revenue in 1942 amounted to $5,123,029,000 
as against total expenditures in the same year of 


$4,778.810,000. State general revenue for 1947 
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In certain instances the parent governmental 
agency with its more extensive facilities and 
administrative and enforcement agencies is better 
equipped to redistribute funds than a political sub- 
division, particularly in times of emergency. But 
when the need or emergency ceases to exist and 
the distributing agency, having whetted its appetite 
for power, persists in the continuation of its func- 
tions on an ever-increasing scale, the grant-in-aid 
becomes a breeder of bureaucracy and a profligate 
spender of the taxpayers’ money. 

The present federal grant-in-aid has become 
swollen beyond all useful proportions. It has 
evolved into a major channel of federal spending 
with its questionable beneficence running well into 
billions of budgetary dollars annually. 

This novel type of purse-string autocracy, now 
pursues a new tangent with the apparent objective 
to encompass governmental functions which have 
long been inherent attributes of government at the 
state and local levels. As evidence of this fact we 
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totaled $7,564,992,000 with expenditures for the 
same period aggregating $6,913,887,000. The in- 
tervening years showed the same trend, with the 
result that by the end of 1947 there existed an 
overall surplus in excess of a billion dollars over 
total long-term indebtedness. Although the past two 
years have made substantial inroads against this 
surplus fund, the state governments, with few ex- 
ceptions, have been able to balance their budgets 
in the face of new demands by resorting to in- 
creases in presently existing sources of tax revenue. 


States Can Provide for Their Own Needs 


It is readily apparent, therefore, that the states 
are, and have been during recent years, financially 
more capable of providing for their own respective 
needs than has the federal government through 
grants-in-aid. It should further be borne in mind 
that such grants are not monetary gifts to the states 
for general revenue purposes as many are misled 


Pa 


oo eee Nl AT a PU OR a pla A 


TAX REVIEW, OCTOBER 1949 


oooeoooco ec ce eo oO BOO oO oO oO oO oO eC KOC KOC KeoO OC OC eC KeOC eC eo RC UOC UCC UOC MCC OCU UCC KOC UOC KOKO eC eee 8 


to believe. They are matching grants which en- 
courage spending and thus encumber the states 
with new revenue needs. 


Nor have those who are charged with the fiscal 
responsibility of state and local governments been 
without blame in this unwholesome overdevelop- 
ment of the federal grant-in-aid. The lure of this 
federal gold was naturally attractive to such ad- 
ministrative officials, since for many years real 
estate, the traditional backbone of municipal 
revenue, has been developing a curvature of the 
spine. This affliction might very well be classed as 
a war casualty, since it was the cumulative effect 
of the war on the treasuries of the municipalities 
that caused an awakening to the fact that real 
estate was no longer capable of carrying the major 
burden of local taxes. City populations started to 
swell, entailing added police, school, fire, sanitary 
and other such services; cost of living increases 
for municipal employees were a must to compete 
with wartime industry; and operating and main- 
tenance costs sky-rocketed. The post-war era was 
equally grave at the local level, with a backlog of 
postponed capital expenditures, repairs, and con- 
struction projects that could be delayed no longer. 
It was unthinkable that the property taxpayers 
would tolerate a millage increase of sufficient pro- 
portions to alleviate the overstrained financial con- 
ditions of the cities. Additional sources had to be 
tapped — prompt action on a nationwide basis was 
demanded by municipal officials who converged on 
their respective governors, legislators and local 
governing bodies. And prompt action was obtained, 
as attested by the virtual tidal wave of post-war 
local taxes. 


Increased Taxes No Answer 


The answer to the overall problem is not to 
be found in an increase in personal and corporate 
income taxes, as recently advocated by the Presi- 
dent. The resignation of his chief economic adviser, 
coupled with the vehement opposition to this view 
by Senator George, chairman of the Finance Com- 
mittee, and others of important rank, stands out 
as salient evidence of this fact. The unparalieled 
achievements of American industry and our system 
of free enterprise must not be made the victims of 
the law of diminishing returns. The post-war re- 
tention of high federal taxes has already placed 
a restraining hand on risk capital and programs 
of industrial expansion. Further exactions would 
serve only to give added impetus to a policy of 
industrial retrenchment with its resulting adverse 


effect on both earnings and employment. That many 
stocks of leading industries are selling on the 
market today at less than value prices is not with- 
out significance. 

Accordingly, every possible effort should be 
directed to the reduction of federal taxes as 
promptly as feasible. Such a course presents a 
logical and sensible approach to a sustained peak 
national income. Its alternative, to saddle the free 
enterprise system with new and incentive-killing 
federal taxes at this time, would ultimately lead 
down the road to national socialism. 


Fix Responsibility at the Local Level 


Obviously, the present trend of profligate federal 
spending must be curbed. It is high time that we 
stopped talking about economizing and did some- 
thing about it! The fiction of inexhaustible federal 
funds must be exploded and a realization brought 
home to the people that the federal government 
has no money of its own. Its only income is that 
which is derived from the taxpayers’ pockets. The 
perfunctory reception which was given to the 
Hoover Commission Report with its recommended 
three-billion dollars in savings of the taxpayers’ 
money is a flagrant example of the current 
Washington disregard for economy. The vast war 
time spending developed an aftermath of callous- 
ness in the handling of federal funds. A billion 
dollars of appropriations is no longer of too great 
consequence — except to the future generations 
who will have to foot the bills. As long as the 
source of tax collections continues to be remote 
from the source of expenditures, just so long will 
this callousness persist. 


The only permanent solution for the problem 
is decentralization and a return to the principles 
of “home rule.” Fix the responsibility of appro- 
priations for local needs at the local level where 
the money is to be spent. There has never been a 
democratic form of government anywhere in the 
world equal to that of the town meeting or similar 
local unit, nor has there been a greater concern 
for the spending of the tax dollar than is found 
there. By placing the localities in a position to 
finance themselves, they can be removed fro~ the 
strait-jacket of financial dependency on a more 
distant governmental agency. In thus creating a 
direct awareness of the responsibilities and costs 
of government the illusion of free money from 
federal grants-in-aid can be brought into sharp 
focus and dealt with accordingly. 

Undoubtedly, many local officials, for selfish 
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political reasons, would prefer to receive back 
from the state a portion of their constituents’ tax 
dollars in the form of a grant, rather than have to 
raise locally 100% of the amount required for 
the localities’ needs. That such is the fact is but 
further proof of the effectiveness of home rule. 


The Dangers of a "Do-Nothing" Policy 

The most sanguine note in the entire fiscal pic- 
ture is the current revival of this home-rule 
principle. It is by no means confined to the stage 
of wishful thinking, but has actually assumed the 
proportions of a sweep throughout the nation. As 
of the beginning of this year, cities in 25 of the 
48 states were permitted to impose either one or 
more of the following selected, non-property taxes: 
admissions, cigarette, gasoline, income and sales. 
Experience so far in these states had indicated that 
the following factors are essential to easy 
administration: 


1. A limit should be placed on rates to be 
imposed. 


2. The type of tax or taxes to be selected should 
be carefully considered from the standpoint of 
revenue and suitability. 


3. The state taxing authority should provide for 
uniformity throughout the state in al]! such local 
taxes imposed. 


4.The prevention of tax overlapping. 


5. Intergovernmental cooperation to prevent 
multiple audits, filing of forms, etc. 


Although such new tax levies have been a cause 
for complaint from some business concerns, if we 
are ever to find our way out of the Great American 
Tax Jungle, we should be willing to bear some 
measure of inconvenience in favour of curbing the 
headlong trend of over-centralization of govern- 
ment and peace-time deficit spending. | 


A chart of the course of our fiscal meteor to 
date cannot help but evoke a fervent hope in the 
minds of all of us that its apex has been reached 
and that a normal descent may lie ahead. How- 
ever, a do-nothing attitude could well veer its 
course toward a fiscal policy which is alien to our 
fundamental concepts of government. The follow- 
ing summary provides an American solution to this 
critical problem of governmental financing. 


1. A drastic and immediate curtailment of the 
federal grant-in-aid beyond its point of 
usefulness. 


2. An immediate application of brakes to the 
profligate spending of the taxpayers’ money 
at the federal level and the adoption of 
stringent governmental economies to provide 
for a balanced budget, and ultimately a re- 
duction in the overall tax burden. 


3. A disentanglement of the Great American 
Tax Jungle by: 

(a) the coordination of federal state and 
local taxes. 

(b) the elimination of unnecessary in- 
equities and complexities in tax pro- 
cedures, which even the Treasury 
Department concedes can be avoided. 

(c) the removal of those features of our 
tax system which most seriously dis- 
courage the investment of venture 
capital, and otherwise stifle free enter- 
prise effort. 


4. The explosion of the myth of inexhaustible 
federal funds through an awakening of the 
people to the cold fact that the spiraling 
federal debt burden is actually their own 
heritage. 


5. The decentralization of government, and a 
return to the tried and proven concept of 
“home rule.” 


